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INFLATION AND HIGH PRICES: THE ITALIAN 
SITUATION 

B. ATTOLICO 

Italian Minister Plenipotentiary and Commissioner General 
for Finance and Economic Matters 

ALL the wars, and this world war more than any other, 
have brought about a tremendous and long lasting 
rise in prices. That is because wars cause a destruc- 
tion of wealth, and belligerent countries face the excessive ex- 
penditures which war entails by mortgaging their prospective 
resources. Such a process generally happens through inflation 
of circulation. 

Technically speaking, the elements of inflation are — the ex- 
pansion of paper money, the expansion of bank credits, and the 
rapidity of the circulation of both. Sufficient data are avail- 
able to measure the inflation of paper money in all the most 
important belligerent countries,, and, happily, they show that 
Italy is not in the forefront with regard to this kind of inflation. 

No sufficient data are available to measure the inflation of 
bank credits. Far from underestimating the technical merits 
of our banking system, which are many, I should judge from 
the general state of our economic development that the inflation 
of credits in Italy has not gone as far as in other countries. 

I have, on the other hand, reason to believe that rapidity of 
circulation must have been greater in Italy than in some other 
countries. This, however, may be a good sign, particularly 
if combined with other signs as, for instance, the relative in- 
crease in the export trade which, since the armistice, has been 
greater even than in the case of England. That greater rapid- 
ity may, therefore, be an index of greater economic and com- 
mercial activity, and to that extent ought not to be reckoned 
as a dangerous element in the situation. 

If, however, the inflation of both currency and bank credits 
is not so great in Italy as it is in some other countries, then 
prices in Italy ought not to be as high as they now are. Addi- 
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tional causes must therefore exist in the case of Italy, besides 
inflation. 

Prices in Italy had to grow higher than in other coun- 
tries chiefly because no other country felt more than Italy 
the effect of the displacement of the world markets of supply, 
and the consequent higher intrinsic cost of commodities. 

The case of wheat and other cereals is a good illustration. 
We used to receive them largely from Russia and Rumania. 
Instead of from Russia and Rumania we had to draw from 
Australia and Burma and the British Cape Colonies. What 
I said for cereals can be repeated for many raw materials which 
we used to receive from neighboring countries such as Austria, 
Germany, Turkey, etc. The consequences of such great dis- 
placement of markets still weigh on Italy almost as much as in 
time of war. Italy feels more than any other country the in- 
creased cost of freight. I need only to recall the case of coal 
freights, for which we paid at one time $26.50 per ton, and we 
still pay something like $24 per ton, as against $3 per ton in 
pre-war times. 

There is also another factor in respect to which Italy finds 
herself at a particular disadvantage, and that is reserve stocks. 
During the war, Europe had necessarily to consume the re- 
serves accumulated during long years of production. The war 
has more or less wiped out all margins that existed. The in- 
fluence of this is fundamentally felt in the trend of prices. 
Stocks constitute one of the most efficacious means for stabilizing 
prices ; they prevent fluctuations and counteract the rise ; in the 
absence of reserves of commodities, prices are thrown into a 
state of fluctuation and any kind of speculation becomes easier. 

Now, if all the above is true with reference to the whole of 
continental Europe, it is particularly true of Italy. The im- 
portation of raw materials during the war has been, in Italy, 
comparatively less than in other Allied countries. I am not 
talking only of coal but also of raw materials in general. That 
Italy imported proportionately less than other countries was 
the finding of the first statistical statement of the kind that the 
Allied Maritime Transport Council in London attempted to 
issue in September, 1918. I quote from the document: "... 
It is evident from the above table that in respect to require- 
ments as recently agreed upon by the Programme Committees, 
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the Italian programmes are in general farthest from fulfil- 
ment" 

This was, of course, due to the greater disadvantages of 
Italy's geographic position in relation to markets of supply, 
to the submarine warfare, etc., etc. In spite of that, I am sure 
a more equitable proportion would have been established in 
due course through the efforts of our gallant Allies, only — 
and should I say fortunately' — the war did not last long enough 
for that ! 

Peace, therefore, found reserves more nearly exhausted in 
Italy than in any other country, and prices were to a great 
extent left at the mercy of the most unmerciful element: the 
exchange. 

Exchange! Italy's rate of exchange now is more unfavor- 
able than that of any other great European Ally. The reasons 
are various. Italy is essentially an importer of almost all raw 
materials. We must import raw materials and in higher pro- 
portion than any other continental power. Immediately after 
the armistice, Italy almost ceased to import on credit. With 
the cessation of governmental credits only one form of in- 
terallied government aid remained accessible and that was the 
allocation on credit of the enormous quantities of war material, 
railway equipment, and other commodities which, particularly 
the United States, had accumulated in continental Europe. 
We did not participate even in that distribution. We had to 
import all that we needed and we paid and are paying for it in 
cash. If private credits have not been abundant with any- 
body, private credits to Italy have been non-existent. 

The most important reservoir of private credits just now is 
the United States. Italy is almost unknown to the business 
men of America, and mutual ignorance is not conducive to 
credit relations; while, of course, Italian interests refuse to 
pay for risks the basis of which is imperfect knowledge of 
conditions. 

The above circumstances can in themselves justify the lower 
Italian exchange as compared with others, and this without 
having recourse to imaginary unsettled internal conditions. 
Internal conditions in Italy are sound. Premier Nitti tele- 
graphed to me only the day before yesterday that " Italy's 
situation is the most solid in continental Europe," and that 
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" popular spirit is more serene in Italy than elsewhere." We 
had 1070 strikes during the first six months of 1919 — only 627 
during the last six months. The very day of the reopening 
of our Parliament last December, an American banker was 
witnessing the scene in Rome. Newspapers on this side had, 
only the day before, published the portrait of the successor of 
King Emanuel. That American banker said that he had wit- 
nessed more excitement on many Sundays in Brooklyn than 
he did that day in Rome, when King Victor Emanuel was to 
abdicate; and King Victor Emanuel was never more cheered 
in his life than he was that day. 

From a world standpoint never have the so-called moral 
elements of exchange been more apparent than now. The 
business world is demoralized; panics are apt to occur at any 
moment due to exaggerated rumors, which, in the case of Italy, 
are liable to find more credit than in the case of other coun- 
tries, on account of the greater ignorance regarding her affairs. 

Italy and America have been up to now living so far away 
from each other that (incredible as it seems) there is not a 
direct service of information between her and the United States, 
news about Italy reaching this country ordinarily from Paris 
or London. 

There is another factor in the situation which cannot be alto- 
gether disregarded. An Italian business man was recounting 
the other day, as one of the financial advantages of Italy, the 
fact that we had not in this country any private debt of magni- 
tude, as other great nations have. My opinion is that that will 
be an advantage in the end, but, just now, I sincerely wish you 
had your *' feet wet " with Italy, as you have with other coun- 
tries. Our financial business life not being directly interwoven 
with yours to any extent, we cannot expect any particular 
solidarity in keeping up our reputation as a trustworthy debtor. 

On the contrary, there must be a natural tendency of business 
interests to press in quite a different direction. Italians abroad 
are very good and patriotic remitters of money to Italy. Even 
the small Italian banker usually accepts remittances which he 
sends by mail, covering himself at proper time by cable. The 
more the lira depreciates, the better it is for him. 

I do not intend, of course, to over-estimate the effects of the 
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above ; I only mention it in order to show that far from having 
safeguards and protection, we operate in every respect under 
the most adverse circumstances. 

I am satisfied, however, that the present acute level which the 
Italian exchange has reached, is absolutely out of proportion 
to the financial and economic stability of Italy. Still we 
bear it. In spite of everything — many of our cotton mills work 
sixteen hours per day. This is the first evidence of our 
financial endurance. 

There is another circumstance I wish to recall while speak- 
ing of Italian exchange. As you know, the Levant was one 
of our best customers in pre-war times; both Austria and 
Germany being among our greatest competitors then. Now 
that this competition has almost totally disappeared, the 
Levant is bound to become every day a more distinctly Italian 
market. We still enjoy there some of the prestige of our 
ancient great maritime and merchant Republics. No other 
country has greater opportunities there than Italy; no 
other country is equipped with better knowledge of the habits 
and commercial customs ; we, therefore, tend naturally to com- 
mercial expansion in the Levant. But just now this requires 
extension of credits, at the temporary expense of our exchange. 

Up to now, I have more or less dealt with causes. What 
about remedies ? 

I need not make here a theoretical expose of what the 
remedies might be. Very little could be added to what has 
been and is continually being said. I want, however, to point 
out what we are actually doing and what are the signs of our 
economic vitality. 

The commercial balance is improving since the armistice in 
the most encouraging way. I have already stated that the 
relative increase of our exports since the armistice, has been 
even greater than in England. I give a few relative figures. 
Taking 100 as representing the average monthly exportation 
of the United Kingdom, France and Italy for the year 1913 : 

17. K. France Italy 

1913 Monthly average 100 100 100 

1919 Monthly average . .. . 151.99 126.64 191.871 

1 January to November inclusive. 
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The ratio between imports and exports is also most promis- 
ing, as shown by the following data : 

Exports Imports 
1913 1 to 1.45 

1918 1 to 4.79 

1919 (1st six months) 1 to 4.92 

1919 (July-August) 1 to 2.67 

1919 (September-October) 1 to 2.08 

1919 (November-December) 1 to 2.10 

For the first three months of 1920 I will be content to say 
this: While the imports decreased by 750 million lire, as 
compared with the corresponding months of the previous year, 
the exports augmented by almost 800 million lire. This means 
a rectification of our commercial balance of over 1.5 billion lire 
in three months. Should this continue at the same rate, it 
would mean a reduction of 6 billion in the year 1 920. 

Official statistics just published in Italy show the activity of 
the Italian Joint Stock Companies from the first of July, 1914, 
to the 31st of December, 1919. Since 1914, Joint Stock Com- 
panies have gradually and constantly increased from 5,517,- 
365,527 lire to over twelve billions. 

Our budget receipts are in constant increase : 

1913-1914 2,523,746,000 lire 

1918-1919 9,498,390,000 " 

As regards the current fiscal year I can say that the original 
estimate of our receipts has been for the first nine months ex- 
ceeded by 1,822,000,000 lire. Assuming the same propor- 
tions for the last three months up to July, the excess ought to 
reach 2,500,000,000 lire, in the current fiscal year. 

We are cutting expenses most heavily. We have already 
abolished four departments of ministerial rank. 

While a few gay people indulge in attributing to Italy im- 
perialistic designs, we have demobilized 5,000,000 men, that 
is to say half of our male adult population. We have not 
now under the colors 400,000 men, and we are going ahead 
towards a further reduction to 150,000 men, which is much 
less than we had in pre-war times, when our territory did not 
include Trento and Trieste. 

What about deflation? We have, it is true, a bank note 
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circulation of almost sixteen billion lire (December 31, 1919). 
If you add to that the state note circulation, you reach an 
amount of almost eighteen billion lire, quite a substantial 
portion of this being due however to the redemption of the 
Austrian circulation in the liberated provinces. But now, 
after the completion of the new internal loan, the aggregate 
of our savings in the various deposit institutions in the King- 
dom, also amounts to eighteen billion lire, while as a conse- 
quence of the internal loan paper circulation has automatically 
been reduced to 12.5 billion lire (31 March, 1920). 

I remember having telegraphed to Signor Luzzatti, the new 
Minister of the Treasury, when he was called to power, asking 
what he intended to do in order to reduce the circulation. 
His answer was : " The first step to reduce inflation is to stop it, 
and I have done it." 

But not only has the Italian Treasury Minister pledged him- 
self not to print any new paper under any circumstances, but 
he has also promised substantially to reduce the existing paper, 
and Signor Luzzatti is the man who has seen Italy through on 
many occasions. He brought about, fifteen years ago, the 
internal conversion of all our national consolidated debt, there- 
by bringing the lira to a premium on all foreign currency. 

Decisions on the subject will be forthcoming very soon, in 
conjunction with the use to be made of the twenty billion 
lire which the internal loan in Italy has produced. No other 
nation which has been called upon for a voluntary loan after 
the declaration of peace, has given as great a proof of self- 
confidence. The extreme limit of our hopes was fifteen billion 
lire; it has been greatly exceeded, and while three-fifths of 
that amount represents conversion of short-term Treasury 
certificates (which is, in itself, a great advantage to the Treas- 
ury) two-fifths represents actual cash. 

But there is another thing of which we are still more proud. 
Italy has taken the lead in the way of bold, progressive, far- 
reaching fiscal reforms. I do not intend to go into detail on 
the subject. I refer you to the special pamphlet I have al- 
ready published. But I am glad to take this oppor- 
tunity to show that we do not consider what we have already 
accomplished as the pinnacle of our efforts. Some further 
measures have been adopted only last week, improving upon 
and most efficiently supplementing the pre-existing ones : 
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1. We had already adopted in December an extraordinary 
tax on capital varying from five to twenty-five per cent, pay- 
able over a period of thirty years. As a consequence of a 
decree dated the 22nd of April, we have modified this tax by 
raising the taxable minimum, but at the same time more than 
correspondingly increasing the quota of taxation for the 
greater fortunes. More than this, the tax is going to be paid, 
according to the different cases, not in thirty years, as pre- 
viously enacted, but in a period varying from ten to twenty 
years. 

2. Another innovation which also dates April 22nd, con- 
cerns war profits. Extra war profits in Italy were all along 
subject and still are to a special war tax, rated progressively, 
from twenty-four to sixty-six per cent. This tax, being gradu- 
ated according to the scale of income, represented an average 
levy of about fifty per cent on the total extra profit. A further 
levy was added in December, by a tax which hits increase of 
capital derived from the war (that is, the aggregate of all 
extra profits drawn during the war). This new tribute was 
rated progressively, and was imposed on all such balance of 
war profit, on a graduated increasing scale, at a rate varying 
from ten to sixty per cent. On the 22nd of April we decided 
further to increase the above rate by bringing the maximum 
quota of taxation from sixty per cent to eighty per cent. 

3. The existing system of taxation on land, buildings, and 
private incomes has been replaced since December last by a 
single tax on normal revenue, on a flat basis corresponding 
more or less to the pre-existing taxes, but it has been supple- 
mented by a complementary tax of the same character on a pro- 
gressive basis ranging from one to twenty-five per cent. No 
innovation has been brought to this by the more recent April 
reform. 

4. Another feature of the December reform was the increase 
of the extraordinary tax on interest and dividends from bearer 
bonds. Such increase has now been augmented and brought 
by the decree of the 22nd of April to fifteen per cent. On the 
other hand, in order to prevent evasion of taxation, which is 
rather easy in the case of bearer bonds held by banking cor- 
porations, we have subjected all such corporations to the regime 
of registered bonds. 
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5. The increase and development of taxes on government 
transactions and on the sale of goods, particularly those classed 
as luxuries, stands as in the December reform. 

No other country has gone so far and no other country can 
claim a reform more drastic and more fundamentally demo- 
cratic at the same time. Further reforms are still under way. 

Of course, it is not possible to venture any precise prediction 
of the immediate results of all the above measures on our 
budget. Prior to the new ones adopted in April, the Italian 
Minister of the Treasury estimated that they ought to yield an 
additional two billions per year, and that therefore, in 1922 
the Italian budget ought to show a deficit of only half a 
billion lire. The new measures of April 22nd, particularly the 
one that reduces the period for payment of the tax on capital 
from 30 to 20 years — and in some cases even ten — ought to 
wipe out that deficit altogether. Some new expenses may of 
course come up or new economies be realized. But the data 
and facts available at the moment fully warrant the expectation 
that Italy will be the first big continental country in Europe to 
attain the balance of her budget. 

Italy looks to the future with courage and determination. 
After all, Italy is the youngest European country and also the 
country in continental Europe which comes out of the war with 
less debt per capita and with greater wealth of thrifty and 
intelligent labor. 

The " learn to smile policy " of our Prime Minister, Signor 
Nitti, is also a great asset. 

In some previous published statements, 1 I have demon- 
strated that Italy's economic structure makes her a country 
naturally adapted to peace rather than to war. That is why 
we had to suffer more than any other big Ally from the war, 
and why we are still suffering more than many others from 
the persistence of war economy in the world. But that also 
shows that once the world approaches normal again, Italy's 
greater suffering will be repaid with quicker recovery. 

1 See the Independent for Jan. 24, 1920; also the Magazine of Wall 
Street for April 3, 1920. 
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